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This Business of Portfolio Raiding 


and How You Can Prevent It 


Keeping the loans you have now 
has become almost as important 
as putting new ones on the books 


HAT are 
preventing other lenders 
raiding your portfolio? 

The problem of keeping the business 
you already have is one of the most difh- 
cult tasks a mortgagee has to contend 
with today. My views are those of one 
who deals almost entirely in residence 
loans. 

The loss of business on your books to 
other lending agencies can be held to a 
minimum if steps are taken to secure the 
good will of every borrower to the point 
that he will want you to retain his busi- 
ness on the same terms as may be avail- 
able from other sources. Your lending 
service, of course, must be sufhciently 
good to meet the competition of other 
firms who operate along similar lines. 
Loans offered on unreasonable terms as 
to cost and interest rate, while upsetting 
at times, are seldom the real competition 
in retaining your business. 

But there are other devices that can 
assist you such as prepayment options 
and bonus payments. 

One sure way to retain your loans is 
to refuse to grant a prepayment option. 
However, in today’s borrower's market, 
loans would be practically impossible to 
secure on this basis except for an occa- 
sional business loan. Even though busi- 
ness could be secured, I don’t think it 


from 


the best methods of 


By JAMES H. PENCE 


would be fair to the borrower not to 
make some provision for anticipating 
principal payments. Under some circum- 
stances a loan without provisions for 





OME outsider, reading the 

recent issues of The Mort- 
gage Banker, cannot help but be 
impressed with the frequent re- 
currence of observations to the 
effect that building a strong de- 
fense against the loan raider is 
a prime operating problem to- 
day. Mr. Pence says it is one of 
the most difficult tasks a mort- 
gagee faces. But it’s not an in- 
surmountable one, he believes, 
and offers here some suggestions 
on how to hold your loans. The 
author is manager of the loan 
department of the Kesselring- 
Netherton Co. of Louisville and 
a member of MBA. 





prepayment has its disadvantages to the 
mortgagee in that the lack of such terms 
might prevent the sale of a property or 
the rearrangement of loan terms when it 
would be both good business and profit- 
able. 


I think it is agreed that in all residen- 
tial loans and some business loans a pre- 
payment option is extended the borrow- 
er, usually after a stipulated period of 
years from the date of the loan, and pro- 
vided that written notice is given 60 days 
prior to the interest date that the prepay- 
ment is to be made. The protection to 
the investor, in the final analysis cf such 
an option, is the restriction of giving 60 
days written notice. This is usually 
ample time to ascertain the borrower's 
reason for paying off the loan. When 
refinancing is the object, there is time to 
attempt to rearrange the loan terms. 

Some institutions follow the practice 
of permitting the borrower to anticipate 
payment of a loan at any time, provided 
a bonus or penalty payment is made. I 
think this is a fair practice in compensat- 
ing the investor for the loss of a loan 
before maturity. However, as a device 
for keeping business on the books, I don’t 
think it serves any practical purpose. A 
nominal bonus will not deter the average 
borrower and a stiff penalty might keep 
the business; but in all probability it will 
lose more good will than the loan in- 
volved is worth. 

When loans are lost to other lending 
agencies after every effort is made to 
retain them, I feel that the correspondent 
should receive a share of the bonus pay- 
ment paid by the borrower, thus compen- 
sating him for his efforts and loss of reve- 
nue. The share of the bonus payment to 
which the correspondent is entitled is 
difficult to determine. 

How can we cultivate better business 
relationships with the customer? The 

(Continued on back page) 
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How the Wages and Hours Law 


Affects Mortgage Bankers 


Second of a two part article 
on servicing costs and how to 
hold them to profitable levels 


OES it cost more to service FHA’s 
D than the conventional-type mort 
and can loan companies 
compute in advance what servicing costs 
will be? These were two subjects dis 
cussed by Donald N. Newhall in the first 
installment of this article which appeared 


vages 


in the January Ist issue 

A. C. Bryan of Chattanooga re 
viewed the value of re-inspection reports 
f independent credit and 
took up the subject of what is the effect 
n future differential payments because 
f the te a correspondent 
realtionship 

In this, the final installment, Melvin 
F. Lanphar, president, Melvin F. Lan 
phar & Company of Detroit, Frank N 
Ferguson of Milwaukee and Mr. Bryan 


form the discussion group 


companies 


rmination of 


Can a servicing mortgage company 
combine into one the many bank ac- 
counts it has to maintain for its various 
collection accounts for several investors? 

According to Mr. Lanphar, this is not 
wise. He thinks that: 

“The consolidation of individual trust 
unts maintained by servicers 
into one account destroys one of the 
fundamental protections for both the 
principal and the servicer. It does not, 
In my opinion, eliminate any of the ac 
counting detail but, on the contrary, in 
creases the amount necessary to maintain 


bank acc 


proper accounting records 

“Our system provides a separate spe 
ifically-designated trust account for each 
principal with daily statements of dis 
bursements to the principal supported by 
monthly reconciliation of the trust ac 
count confirmed by a duplicate copy of 
the bank statement forwarded directly to 
the principal by the depository 

“The individual trust bank account 
makes it possible for the principal, with 
out prior notice to the servicing agent, to 
send its own auditors into the servicer’s 
ofice and completely audit every mort- 
gage to the last penny. It would be dif 
ficult indeed for the auditors of any 
principal to go into an office where the 
trust funds of a number of principals 


were grouped into one trust account and 
determine definitely, without a complete 
audit of the entire servicing portfolio of 
all principals, whether the trust funds 





6oNK/ E conferred with the 
U. S. Department of 
Labor . . . to determine whether 
or not we were subject to the 
Wages and Hours Law... it 
was determined that the pur- 
chase and sale of FHA and con- 
ventional mortgages across state 
lines and the servicing of FHA 
mortgages in Michigan for prin- 
cipals located all over the United 
States constitutes interstate com- 
merce and that we were there- 
fore subject to all provisions of 
the Act ... there are many mort- 
gagees going along, unconscious 
of the contingent liability they 
have incurred, and are, building 
up... one of these days when a 
field examination is made 
they will have a rude awaken- 
ee 
Metvin F. LANPHAR 





allocable to their paricular group of 


mortgages was intact. It is possible with 
a combined trust account for the servic- 
ing agent, or its employees, to commit 
embezzlement, misappropriation and mis- 
application and for these to continue and 
remain undiscovered for a considerable 
period of time. 

“Under the individual bank trust ac- 
count method, it is not possible that 
embezzlement, misappropriation or mis- 
application may exist without discovery. 
In our organization, those who handle 
the incoming money have no access to 
the funds after they are deposited in the 
bank. Those who are charged with the 
responsibility of disbursing from those 
trust bank accounts have no contact with 
the incoming funds, nor do they have 
any contact with the control accounts or 
the bank accounts themselves.” 


The expense of determining whether 
or not taxes have been paid is usually 
borne by the correspondent but some 
mortgage men have felt that it should 
be paid by the mortgagee. 

According to Mr. Lanphar: “I believe 
that it is a part of the servicer’s duty to 
not only pay the taxes, but to make a 
search of the records of the taxing au- 
thorities to determine that the credits 
have been made to the proper properties, 
and to so certify to the principal at 
stated intervals. We have developed this 
to a routine procedure and, after each 
tax period, make a search of the records 
and certify to the findings. While it is 
true that not many instances exist where 
we have found that the taxing authori- 
ties have erred in crediting taxes paid, 
we have found a sufficient number of 
such instances to make the work involved 
well worth while. Incidentally, with our 
volume of approximately twenty million, 
we find the cost of the annual tax search 
negligible.” 

Another question raised was, “What 
is the relation of the amount of the con- 
struction loan to the amount committed 
for on the permanent loan, both for 
the conventional uninsured loan and the 
FHA?” 

Mr. Lanphar said: “This is a matter 
for individual determination and is de- 
pendent upon the degree of protection 
desired by the !ending institution. That 
means, of course, the financial standing 
of the builder and the protection avail- 
able under the laws of the specific state 
in which the construction is located. 
From our own experience, the builder 
who is financially sound requires the least 
amount of construction advances, and the 
builder who is poorly financed and gen- 
erally unreliable, requires the most con- 
struction advances.” 

Another question raised was one that 
probably every mortgage banker would 
like to know the answer to, “What can 
be done to create a streamlined account- 
ing cost system for the mortgage busi- 
ness?” 

It was Mr. Lanphar’s view that: 
“Volume in servicing exerts a positive 
influence upon accounting costs, and 
here again volume makes possible econ- 
omy not otherwise obtainable. There is 
a period in the development of a servic- 
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ing portfolio where the operation is 
profitable with a small volume—next 
comes a period where costs and servicing 
income become relatively closer together. 
Beyond this point opens up the field 
where procedure can be mechanized to 
the last degree, and where costs decrease 
faster than volume increases. Six years 
ago there wasn’t anyone in the country 
who had more than a vague idea of the 
accounting problems of FHA servicing. 
Today there are a conglomeration of 
systems in existence. The FHA has been 
collecting data through their field exam- 
iners for more than a year, and are now 
in a position to offer some helpful sug- 
gestions to those confronted with the 
problem of reducing costs. 


Unique Accounting System 


“In the beginning the basic principle 
upon which our accounting procedure 
was established was that of safety for the 
principal, the mortgagor and ourselves. 
There was a period when the cost of 
servicing was just about equal to the 
income from servicing. That was the 
period when we spent the most money 
for the development of our servicing- 
accounting system through the services 
of internationally recognized certified 
public accountants, and the investment in 
mechanized equipment from which, to- 
gether with our own experience, has 
evolved an accounting system which we 
are told by Federal authorities and our 
principals is the finest they have ever 
seen. We have eliminated, and are con- 
tinuing to eliminate as fast as we find 
them, every unnecessary operation. At 
the present time, with the volume we 
have on the books, every single operation 
saved means over fifty thousand opera- 
tions saved annually, with a substantial 
saving, 

“We believe that as time goes on we 
will develop, within our own organiza- 
tion, further refinements which will re- 
duce still further our servicing cost. It 
is now below what we ever hoped it 


would be.” 


How are mortgage companies affected 
by wages and hours legislation (Fair 
Labor Standards Act)? Mr. Lanphar’s 
answer to this question is based upon a 
thorough and complete investigation. 


He said that: “We conferred with the 
United States Department of Labor on 
the question of whether we were or were 
not subject to the provision of the Wages 
and Hours Law. It was determined that 
the purchase and sale of FHA and con- 
ventional mortgages across state lines 
and the servicing of FHA conventional 


mortgages in Michigan for principals 
located all over the United States con- 
stitutes interstate commerce and that we 
were therefore subject to all of the pro- 
visions of the act. We believe that there 
are many mortgagees today going along, 
blissfully unconscious of the contingent 
liability they have imcurred, and are, 
building up under the provisions of the 
law. One of these days when a field 
examination is made of their establish- 
ment, they will have a rude awakening 
and be confronted with the fact that 
they must pay many thousands of dol- 
lars for overtime services rendered since 
the inception of the act. There isn't 
anything you can do if you are subject 
to the act but comply with it. This 
means that you must do your work 
within the 40-hour week or pay time 
and a half for overtime. 

“It is possible to time-schedule much 
of the necessary operation, so that the 
peaks are leveled out and the valleys are 
filled. Members of our organization in 
the servicing division will this very after- 
noon, perform certain operations because 
it happens to be this particular after- 
noon. Tomorrow they will perform cer- 
tain operations because it happens to be 
that particular day. Between the hours 
of 2 and 5 they will be doing certain 
things because it happens to be that time 
of day. This is the answer to leveling 
the work. There isn’t any other way out 
when all payments are due the first of 
the month. 

“Whenever we find that an operation 
1S approaching a peak necessitating over- 
time at time and a half, we then either 
streamline that operation or streamline 
some other operations, so that a leveling 
off process is accomplished. We do not 
believe it is possible during the period 
when we are originating, buying and 
selling FHA and conventional loans, as 
well as servicing, for us to eliminate all 
overtime. However, this is an ultimate 
goal eventually to be obtained. As far 
as the Michigan State Law is concerned, 
the only provision is that female em- 
ployees must not work more than ten 
hours in any one day, nor more than 
fifty-four hours in one calendar week. 
This presents no problem.” 


About Those Reserves 


The question of setting up proper 
reserves of servicing income on mort- 
gages to take care of the time when the 
income will be reduced to a minimum 
because the loans have been paid off to 
a nominal amount was another interest- 
ing mortgage problem projected at this 
Clinic. 


Mr. Lanphar said that: “The question 
of setting aside a portion of the present 
servicing income against the day of di- 
minishing returns has been taken up by 
the Lanphar organization with the In- 
ternal Revenue Department through its 
tax counsel and its certified public ac- 
countants. The decision was made that 
it was not permissible to take a portion 
of this year’s earned income and set it 
aside, without paying income tax on it, 
for future expense use. The only way 
in which this can be legally accom- 
plished under the accounting methods 
used by our organization is through the 
accumulation of surplus after the pay- 
ment of all income and excess profits 
taxes. This is one of the penalties the 
mortgage servicer must pay. We prefer 
to look upon it as our contribution to 
national defense and the nation as a 
whole.” 


Looking to the Future 


When a loan buyer pays a flat initial 
premium or finding fee for a loan, he 
assumes that the seller will give him 
servicing during the life of the loan or 
a part of that period anyway. How 
does the seller compute and handle a 
reserve to take care of this particular 
business in the future? 


Mr. Bryan had this to say: “This was 
freely discussed among the brokers I 
know during 1930 to 1935. Frankly, it 
came about because the brokers wished 
‘they had set up such reserves.’ During 
that period the owners of loans expected 
to call upon the broker for servicing; and 
the broker found that his expense had 
greatly increased because to properly 
handle the business he was compelled to 
hire additional help to give the right 
service. Depending on the arrangement, 
the broker had—with his buyers—decid- 
ed not only the broker's future, but also 
presented a new problem to the owner of 
the note if the broker who had sold him 
the loan was not able to give him service. 
Some large investors were compelled, by 
reason of the broker’s failure, to set up 
adequate reserves, to subsidize the lat- 
ter’s office to get proper servicing. 

“It is my contention that the local 
mortgage banker has a better opportu- 
nity to obtain loans in his own locality 
from his friends, neighbors and associ- 
ates than has the foreign investor with 
his paid sellers. I still feel that the local 
man has a better chance at the business. 
I'm not overlooking the fact that the 
man placed in charge of a large buyer's 
office, (if he stays in the community long 

(Continued page 8, column 1) 
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Have You Been Able to Make 


Your Advertising Pay? 


Mortgage advertising is DIFFERENT 
so be sure your media and appeal 
are right before you spend money 


never before in the 
mortgage banking has 
been more important 
Not so many years ago 


ROBABLY 
history of 
advertising 
than it is today 


mortgage houses, as a rule, were not 
advertisers. The business just wasn't 
secured that way. True, they have 


always been fairly large users of spe 
cialty advertising and direct mail. But 
newspaper display and radio advertis 
ing were media not used extensively. 
Today, with for good 
loans keener than it has ever been be 
fore, mortgage firms have tried all kinds. 
What pays and what doesn't? Almost 
every MBA member has sought the 
answer to that question at some time 
or another in the past few years. The 
subject of advertising will have a promi 
nent place in this series of Clinic Articles. 


competition 


And to start, we tackle a subject 
which seems to be very essential in any 
sort of advertising — what should be 
featured to get the most effective adver- 
tising results. In the opinion of W. A. 
McKinley of the W. A. McKinley Com- 
pany of Dallas: 

“If the banker is in the 
market for only 50 percent loans on the 
highest type of security, he may well 
feature the interest he 
has to offer as the first inducement and, 
best terms available 
under the plan. These would include 
such specific items as ‘minimum broker 
uve’, (if he charges a cash brokerage), 


mortgage 


lowest rate of 


secondarily, the 


and ‘minimum loan expenses’ 


“We all have experienced the change 


from the twenties when the interest 
rate was of minor importance and other 
terms were seldom questioned. With 


the advent of the long-term, monthly- 
payment loan, even borrowers with the 
most conservative security ability 
to make higher payments want to hedge 


and 


by securing reasonably low principal 


amortization with liberal options. My 
unswer to “What should be featured 
for the most effective advertising’ is 
‘minimum interest rates available’ and 
(particularly in our territory) “no cash 


brokerage’. Other sections of the coun- 
try must be governed by the prevailing 
custom as to cash brokerage. 

“The second type of mortgages come 





WALTER WILLIAMS, 
e Past MBA President and 
President of Continental, Inc., 
of Seattle, conducted the Clinic 
on advertising for MBA mem- 
bers residing in cities of more 
than 200,000 population. Partici- 
pating in this forum were T. J. 
Bettes of Houston, Charles A. 
Braman of Cleveland, Roland A. 
Benge of Detroit, Aksel Nielsen 
of Denver, W. A, McKinley of 
Dallas and Kenneth J. Morford 
of Seattle. The advertising ex- 
perience of mortgage houses, 
commercial banks and title com- 
panies is reflected in the views 
given here. 





under a general classification of long- 
term, low-monthly payment, liberal-per- 
centage loans. I refer to the twenty and 
twenty-five year loans up to 66-2/3 
percent or more of the security value. 
In advertising for loans of this type, it is 
my experience that the greatest appeal to 
the borrower is ‘the minimum monthly 
payment including principal and interest’. 
This borrower does not generally expect 
as low a rate of interest as the more 
conservative borrower. He is interested 
in ‘minimum brokerage’ and ‘minimum 
expense’. 

“I believe that the appeal for this 
type of loan advertising is first “mini- 
mum monthly payments’ available; sec- 
ond, ‘minimum cash commission’ (where 
such is charged) and third, ‘minimum 
rates of interest available’ although I 
believe the latter item can be omitted 
as the rate is fairly uniform on this type 
of loan. 

“Applicants for loans on new homes 

fall into two classifications: 
First, those who buy a property already 


probably 


built and, second, those who contract 
to build their home. In the first case 
there are little results from advertising 
because the loan is usually arranged by 
the developer. Therefore, your adver- 
tising appeal should, to a considerable 
extent, feature the lowest available 
monthly payment plan. 

“This monthly payment makes a 
material difference to the contractor be- 
cause if it is necessary for him to carry 
a second lien then the lowest monthly 
payment available on the first lien will 
enable him to receive a proportionately 
larger monthly payment on his second 
lien. I have in mind a large percentage 
of new home construction built for sale 
and which has to be sold on a small 
down payment to meet competition. 

“The second classification of these 
new borrowers, ‘those who contract to 
build their homes,’ is the smaller group 
of the two but it constitutes the larger 
percentage of the new home buyers who 
will read your advertising. Under con- 
ditions prevailing today, more than 50 
percent of these home seekers will desire 
minimum monthly payments and mini- 
mum expenses. Again the rate of in- 
terest will not be their first consideration. 

“The remainder will have a substan- 
tial cash investment to make and will 
seek first the lowest rate of interest and 
second the minimum payments, either 
monthly or quarterly with liberal options. 

“In a city of more than 200,000 popu- 
lation, there will necessarily be a con- 
siderable number of classified advertise- 
ments running daily grouped together 
under “Money to Loan — Mortgages’. 
One or two extra lines in your daily 
classified advertisements devoted to a 
heading line is good to direct the reader's 
attention to it. However, in this display 
heading, as well as in your subject mat- 
ter, care should be taken not to mislead 
your prospective clients. In classified 
advertisements our experience has been 
that a six or eight line advertisement, 
well worded, secures better results than a 
larger one with too much copy. The 
same appeals should be featured in dis- 
play advertising. 

“As to “What should be the relation- 
ship of institutional advertising to ad- 
vertising with more specific appeal’, I 
think the latter should largely exceed 
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the amount of institutional advertising 
if the mortgage banker is well estab- 
lished in his community. However, a 
reasonable fund can be allocated to in- 
stitutional advertising to good advan- 
tage. I am open to conviction on this 
phase of advertising.” 

The next question that would 
naturally follow when a mortgage firm 
begins to plan an advertising program 
would be what media to use. T. J. 
Bettes, president of the T. J. Bettes 
Company of Houston, analyzes this 
question in terms of what is the most 
effective media for mortgage corre- 
spondents of insurance companies. He 
declares that: 


Look to the Builders 


“When advertising is discussed, we 
naturally think of the newspaper ad- 
vertisement, the spoken word of radio, 
or the eye-catching message of bill- 
boards. These media are representa- 
tive of many success stories for many 
businesses and industries. But in the 
mortgage field, these three media do 
not apply or are not nearly so effective 
as the inexpensive good will and word- 
of-mouth advertising. 

“Our business is largely obtained 
through contractors, lumber companies, 
architects, real estate men, and attor- 
neys. These men are instrumental in in- 
fluencing the prospective home owner. 
In many cases, they come in contact 
with him long before he is ready to 
make a loan application. The realtor’s 
or contractor’s recommendations go a 
long way in deciding the issue for the 
prospect of “Where shail I turn for my 
mortgage loan?’ Members of the build- 
ing industry constitute the market to 
which we must turn for most of our 
advertising efforts. 

“Sending letters and cards to this 
group outlining your facilities probably 
brings the quickest and cheapest results. 
Each should be followed up by personal 
contacts from time to time. After a per- 
sonal acquaintance is obtained, periodi- 
cal telephone calls are effective in 
cementing these friendships and cutting 
down expenses over personal calls. 

“Direct mail pieces such as cost find- 
ing charts and pamphlets describing the 
amount of home one’s rent dollars will 
buy, which may be distributed to the 
public directly or through contractors 
or realtors, are productive in stimulating 
business. 

“If the mortgage company has win- 
dow display space, take advantage of it. 


It identifies your place of business, and 
is a means of disseminating facts about 
your company and the service it renders. 

“Newspaper advertising keeps your 
name before the public. But it alone 
can do nothing more than invite pros- 
pects to your place of business, which, 
of course, is the general purpose of any 
advertising medium. 

“We have found radio advertising 
serves a two-fold purpose for us. We 
have a brief program every Sunday 
morning. This time is donated to vari- 
ous realtors and builders who have 
homes open for inspection or subdivi- 
sions under development. This program 
is written in a typical news commentary 
manner and enables us to direct pros- 
pects to subdivisions of realtors who in 





N Houston we have found 
that radio serves a two- 
fold purpose. We have a five- 
minute program every Sunday 
morning. The time is given to 
realtors and builders who have 
homes open for inspection . . . 
and also tells of the services we 
have to offer. Remember this: 
There is no effective medium in 
advertising unless there is an 
effective follow-up . .. which all 
reverts back to the old saying— 
“You never get the business un- 

less you ask for it.” 
—T. J. Berres 





turn direct their sales to us. A short 
amount of time is used to tell of the 
services we have to offer. 

“Summarizing, if your volume is well 
established, one of the best means of 
building business is to have the person- 
nel in your office pleasant and courteous. 
Attractive surroundings such as well- 
lighted and air-conditioned offices go to 
make up a pleasant environment for 
the customer. Remember this: There is 
no effective medium in advertising un- 
less there is effective follow-up on the 
part of your solicitors and representa- 
tives, which all reverts back to the old 
saying —‘You never get the business 
unless you ask for it.’ ” 

Charles A. Braman’s contribution to 
this seminar on advertising is a review 
of the question as to whether or not 
advertising should be done seasonally. 
Inasmuch as that’s an important prob- 
lem for solution in any kind of adver- 
tising effort, it’s a logical next step in 
looking into the subject. Mr. Braman, 
who is in the mortgage loan business in 
Cleveland, has this to say: 


“My answer is ‘yes’ if you are doing 
business in a market where past experi- 
ence has shown that a particular season 
of the year has been a consistently better 
business season than others. For ex- 
ample, it would be a waste of money to 
advertise for construction loans during 
the winter months in a section of the 
country where little or no winter build- 
ing is undertaken. In the metropolitan 
Cleveland area 75 percent of the build- 
ing permits are issued in the six months 
period starting April lst and the other 
25 percent during the six months start- 
ing October 15th. Construction loan 
advertising should be gauged accordingly. 

“However, the volume of refunding 
loans is not effected much by seasonal 
influences. 

“To obtain the best results, as far as 
Cleveland is concerned, approximately 
85 percent of the total advertising bud- 
get should be spent during the eight 
months starting March, and the re- 
maining 15 percent during the four 
months from November first through 
February. 

“It is virtually impossible to deter- 
mine how effective any advertising has 
been in obtaining new business. How- 
ever, I believe that advertising proves 
its results indirectly in that the general 
volume of business will slow down ap- 
preciably when advertising is not car- 
ried on consistently. Advertising ex- 
penditures should vary with the volume 
to be expected in a given market where 
past experience has shown that the 
people of your community do more busi- 
ness during a particular season of the 
year. You can easily check the volume 
of loans made in your community each 


. month for a number of years and thus 


determine the general pattern of your 
local market.” 


Down to Bedrock 


Is it advisable to spend some of your 
advertising appropriation for services to 
material men and real estate dealers? 
Now this is a subject that gets right 
down to bed-rock. It’s a special adver- 
tising problem in the mortgage business. 
Speaking on this subject at the Williams’ 
Clinic was Aksel Nielsen, executive vice 
president of The Title Guaranty Com- 
pany of Denver. He had this to say: 

“The best way to spend advertising 
money is to spend it in such a way as 
to bring in the most profits per dollar 
spent. If you spend some advertising 
money for additional personnel and a 
higher type of personnel than you other- 
wise would, it is advertising money well 
spent. 
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“In many cases it is profitable to 
spend some advertising money for 
salaries and additional help to enable 
the office force to give prompt, efficient 
and courteous service to material dealers 
when they come into your office to col- 
lect for materials furnished to builders. 


Standard Release Form 


“With extra personnel, you can co 
operate with them in collecting ques 
tionable accounts, help them eliminate 
those buyers who are likely to turn out 
to be bad accounts, cooperate with them 
in their credit associations, and to send 
men from your office to their offices to 
sign loan applications as soon as possible 
after the buyer, the builder and material 
men have agreed. 

“This service money and the 
only return is the hope of getting more 
business. There is no question that 
material men will see to it that their 
loans go to the firm that handles them 
best and where they can be sure of 
cooperation when the time comes to 
collect their bills. A little personal at- 
tention paid them by the right man in 
the office will give them a feeling of 
security and confidence. 

“In some cases it is wise to furnish 
release blanks to be used on the jobs by 
builders when paying the men and the 
material bills. This has several advan- 
First, it is good advertising for 
circulation 


costs 


tages 
any organization to have in 
a standard release form with your name 
on it (of course, contractors use these 
forms for scratch pads, order pads and 
memo blanks, but it is still good adver 
tising); second, if this form is fair to 
both parties it instills confidence in your 
organization. In our city there are many 
types of releases that have trick clauses. 
A uniform type of release will simplify 
the handling of accounts in your office. 
You too are less likely to get caught 
with a trick release. 

“In some instances it is wise to spend 
money to send men to offices of real 
estate dealers who do not have loan 
departments. If the man sent is of the 
type that instills confidence in the 
buyer, he will help real estate men put 
their deals over. It will not take these 
dealers long to realize the fact. If they 
feel that you are a help to them, they 
will call your office every available op 
portunity. 

“The same is true in closing loans 
and signing the papers. Under present 
conditions it seems necessary to close 
a complete real estate transaction every 
time you close a loan. It is good adver 


tising to have an office personnel com- 
petent to close a loan. This type of 
personnel is expensive, but it brings in 
business because the buyer, seller, and 
the real estate dealer whose deal you 
closed speak well of you (yes, perhaps 
you even resold the buyer and saved 
the deal for the agent as well as your- 
self). In most cases where the builder 
builds a house for a home owner, there 
is usually some misunderstanding as to 
extras and unsatisfactory work. 

“If the personnel of your office is 
such that they can act as go-between and 
guide in settling disputes, you can 
usually end up with both the builder 
and the buyer being a booster for you. 
There is no question about it: It costs 
advertising money for additional or 
better personnel. But it pays.” 





a the mortgage banker is in 
the market for 50 percent 
mortgage loans on the highest 
type of security, he may well pre- 
pare his subject matter to feature 
the lowest rate of interest as the 
first inducement and, second, 
the best terms available under 
the plan which should include 
such specific items as ‘minimum 
brokerage’ —if he charges a cash 
brokerage—and ‘minimum loan 
expenses’. I believe, too, that a 
reasonable fund can be allocated 
to institutional advertising to a 
good advantage.” 


W. A. McKINLey 





One advertising subject that has a 
great appeal for all types of mortgage 


houses today is direct mail. More MBA 


member firms are using direct mail 
than any other kind. One reason is 
that it is selective—that is, you direct 


your message to exactly those you want 
to reach. You use a rifle instead of a 
shot gun. Theoretically speaking, you 
begin with the assumption that you're 
not buying any waste circulation as you 
obviously must when you buy news: 
papers and radio. Of course that isn’t 
at all true in actual practice because in 
any sort of direct mail there is plenty of 
waste circulation. 


And in any sort of direct mail the 
list is of great importance. How do you 
compile an effective direct mail list and 
how do you keep it up to date so that 
it does not lose its effectiveness? Ken- 
neth J. Morford, treasurer of Burwell 
& Morford of Seattle spoke on this 
subject: 


“There are two kinds of lists: (1) A 
general list of those who, by classifica- 
tion, should be eventual prospects; and 
(2) Those who are immediate or ‘hot’ 
prospects. 

“For a general list, the mailing 
bureaus can furnish them by districts, 
employed persons with indicated in- 
comes within certain brackets, telephone 
users, etc. 

“But it would seem that any list, to 
be most effective, should be pretty 
carefully selected to meet your particu- 
lar requirements; and to fit any program 
being undertaken, you'll probably have 
to build the list yourself. 

“Some city directories have a nu- 
merical section in which residents are 
listed by street number and a symbol 
placed opposite the names of those who 
have informed the enumerator that they 
own their homes. One can develop a 
list of home owners and non home 
owners from this. 

“Permits to install oil burners are re- 
quired in Seattle and these are almost 
always made by the owner. The per- 
mits are a matter of public record. 

“Title insurance companies furnish a 
very accurate ownership list in any area. 
It is probably a relatively costly list, but 
is of advantage in the case of larger 
properties or business properties. 

“As one mailing bureau manager 
pointed out, it’s quite essential to have 
something pretty advantageous to offer 
if you hope to get any results. 

“For a list of immediate prospects 
a number of methods might be em- 
ployed. An advertisement in the real es 
tate section of local newspapers, offering 
an information pamphlet pertaining to 
home construction, financing or pur- 
chasing or a spot announcement over 
the radio would get responses almost 
entirely from active prospects. 


The “Hot” List 


“Cultivation of real estate agents 
handling sub-divisions and residential 
lots will keep your office supplied with 
names of those intending to build. 

“As to keeping a list up to date, your 
immediate or ‘hot’ prospect list is good 
only for a very short time; and unless 
a reply is received indicating that a 
name should be transferred to your 
general list I can see no reason for at- 
tempting to use the names on the list 
over any long period of time. 

“Your general list, particularly if you 
have built it up yourself, can be checked 

(Continued page 7, column 2) 
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ON TO PHILADELPHIA 


Every MBA member who can pos- 
sibly get to Philadelphia January 24th 
for our first regional Clinic for 1941 
will find a profitable business experience 
awaiting him. This is our first Clinic 
effort in the East and the 
from members saying they will be on 
hand as well as from those who have 
been assigned specific mortgage topics 
for review—has far exceeded our ex- 
pectations. We're particularly happy 
that such a large and representative 
group of life insurance officials will at- 
tend. It looks like our best individual 
Clinic so far. 


response 


We haven't the space to list every 
topic scheduled for Clinical discussion 
but these will give you some idea of 


what will be thrashed out: 


To what extent should an appraiser 
attempt to predict the future? 


What’s the approach and method of 
capitalization in 80 percent to 100 per- 
cent locations of one-story commercial 
store properties? 

Should FHA attempt to regulate con- 


cealed charges in costs to borrower? 


How can we discourage the practice 
of paying contractors and others for the 
acquisition of new business? 


How can a mortgage company oper- 
ate profitably without receiving at least 
a small profit at the time of loan acqui- 
ition? 

If solicitors are paid on a salary basis, 
‘an they produce sufficient business so 
as to eliminate commissions to brokers? 


So don’t miss the Philadelphia Clinic 
if you possibly can help it. It will pay 
dividends later. 


Making Your Advertising Pay 


(Concluded from page 6) 


periodically with your sources of infor- 
mation as new directories, etc., are pub- 
lished. 

“One organization in Seattle inter- 
ested only in loans in a few districts 
has kept their list up to date by follow- 
ing recordings of deeds, mortgages, etc., 
as they are listed in our business pub- 
lication, The Journal of Commerce.” 

And now for the views of a man in 
a large metropolitan bank, Roland A. 
Benge, vice president of The Detroit 
Bank. Mr. Benge’s paper, prepared in 
connection with this Clinic, sheds some 
light on mortgage advertising problems 
as he encountered them. 

“Since the advent of FHA with its 
extensive publicity program, advertising 
for mortgage loans has greatly increased. 
In Detroit the increase has been led by 
mortgage companies operating for them- 
selves or as correspondents for insur- 
ance companies. 

“The best type of advertising for 
loans by a bank has, in my opinion, 
always been a controversial subject. 
This applies to all phases of loaning in 
which the individual is urged to go into 
debt because credit is easy and the equity 
required is small. 

“Our experience has probably been 
average for a bank, but cannot be con- 
sidered the average for all types of mort- 





ONLY THE HOOSIERS 

Indiana is apparently the only state 
which permits a property owner to de- 
duct the amount of a mortgage in paying 
his taxes, says a study by the Illinois 
Legislative Council. 

The amount of a mortgage debt up to 
$1,000 may be deducted from the as 
sessed value of the real estate if the 
owner is an Indiana resident and reports 
the name and address of the mortgage 
holder. The mortgage is subject to the 
intangible property tax unless the holder 
lives outside the state. Deductions to 
land owners may not exceed one-half the 
assessed value of the real estate. 

Two other states—Nebraska and Ore- 
gon—have experimented with measures al- 
lowing property * deductions in 
their tax assessments for mortgages. Before 
1911, Nebraska provided that property 
owners and mortgage holders pay taxes 
according to their respective interests in 
a piece of property. Since 1911, mort- 
gage and real estate have been assessed to- 
gether where mortgage agreements have 
stated that the property owner should pay 
all taxes. 


owners 


gage ‘lenders. Our mortgage loans are 


limited by a conservative mortgage 
policy. In Michigan we have a long 
foreclosure period extending usually 


eighteen months from the date of de- 
fault, which does not enhance a mort- 
gage with a high loan percentage to 
appraisal. 

“We have advertised in many ways: 
radio, local magazines, newspapers, and 
direct mail. Some of the advertising is 
institutional, and some is direct solicita- 
tion. Our 30 banking offices with their 
many customer contacts is one of our 
best forms of advertising. It is my 
opinion that with radio, magazine and 
newspaper advertising carried on in a 
large volume by all types of companies, 
each meeting or bettering the terms 
offered by othegs, without a full state- 
ment of the qualifying factors appear- 
ing in the advertising, the message loses 
much of its expected results. We have 
had particular success with personal 
calls by the mortgage officers and by 
direct mail to selected sources of new 
mortgage loans. As a matter of policy 
we do not believe in paid solicitation or 
the payment of all mortgage expenses 
by the mortgagee, advocated by some 
lending agencies. 

“It is dificult to say what media re- 
turn the greatest benefit per dollar 
spent. Some lenders think paid solici- 
tors; others think general advertising; 
still others advocate a tie-up with certain 
speculative builders who construct a 
large number of houses every year. 

“We believe that our branch office 
system is one of the best media, and 
that our personal calls and direct mail 
are very effective. The Detroit Bank 
was the first to offer a mortgage at 4 
percent interest, and was the first bank 
in Michigan to be an approved FHA 


mortgagee.” 


If there’s a conclusion to be drawn 
from this article it’s that mortgage ad- 
vertising is different. You can’t take 
the experience of other types of lenders 
and adapt them to your own company. 
But above all else is this outstanding 
obvious fact: conditions in mortgage 
banking today are also different so you 
must, if you expect results from your 
advertising, adapt your approach and 
appeal to these conditions. More on 
that subject when we get further into 
these advertising problems as they apply 
to mortgages. Watch for further articles 
on the subject. 
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What They Said About the 
Convention Clinics 


only sorry 


The Clinics were splendid... 
"—Clifford T. 


I could not attend all of them 
Harvuot, Cincinnati 


“Was most impressed at the Clinics by the 
candor which everyone was willing to discuss 


James W. Rouse, Baltimore. 


his business.’ 


I attended several Clinics and found the 
the discussions.”—T. A. 


greatest interest in 


Blakeley, Dallas. 


‘The Clinics were very practical and could 
not help but be of interest to everyone 


who attended L. H. Jones, Memphis. 


Superior to anything we have ever had 
J. J. F. Steiner, Birmingham. 


before : 


“The Clinics are going to be very popular 
from now on. I hear praise for them on every 
hand.” —W. J. Bashaw, Tulsa. 

These opinions were taken from six 
of more than 60 letters praising the An- 
nual Convention Clinics. Make your 
plans today to attend the Philadelphia 
Clinic January 24th or the Chicago 
Clinic February 15th. 





Wages and Hours Law and Other Problems Affecting Servicing 


enough) will soon have about as many 
contacts and friends as does the man who 
has lived in the community all of his life. 


“The future life of the mortgage 
banker is definitely tied into the system 
whereby he sets up an adequate reserve 
to take care of future servicing.” 


Servicing fees may be adequate now 
y-and again they may got be for some 
houses. In any event, will they be ade- 
quate in the future? Frank N. Fergu- 
son, vice president and secretary of 
Dunn & Stringer Investment Company 
of Milwaukee, has a suggestion on that 
subject: 

“There are such wide differences in 
actual servicing costs in various offices 
that there can be no uniformity or 
standardization of rate. Each mortgage 
man must work out his own salvation 
as to cost of servicing and servicing fees. 

“I recognize at least ten factors in- 
fluencing servicing costs: (1) Volume 
of business serviced; (2) average size 
of loan; (3) frequency of payments, 
monthly, quarterly or semi-annually; 
(4) requirements of mortgagee as to 
number and type of reports, accounting 
methods required, etc.; (5) type of loan 
serviced. Are they handpicked 50 per- 
cent loans or mill-run FHA loans?; (6) 
scope of services required. Are install 
ment collection of taxes and insurance 
premiums included with attendant ac- 


(Continued from page 3) 
counting details? (7) size of city or 
loaning territory. Are the loans in a 
compact area in a large city, or scattered 
over a number of smaller communities?; 
(8) character and type of loaning terri- 
tory; (9) existing economic conditions; 
and (10) is the service fee intended to 
cover original cost of negotiating loan 
or is such cost covered by an initial fee 
paid by borrower or lender? 


“Each mortgage firm operates under 
a wholly different combination of these 
factors. One may prosper on a service 
fee of one-half of one percent. His 
neighbor may starve on a fee of three- 
quarters of one percent. But these ten 
do not include one factor of tremendous 
importance in the consideration of 
equitable service fees. 


“Whatever fee we regard as sufficient 
to cover present costs, plus a reasonable 
profit, may be ample under existing con- 
ditions of today but what about the 
future? Shall we shut our eyes and cross 
the bridge when we come to it? Or 
shall we prepare now for that inevitable 
rainy day? 


“Most of us are busy actually doing 
business of one kind or another. Col- 
lections in general are good; hence 
minimum servicing efforts are required. 
With income from various other sources, 
we manage to get by, keep our organi- 
zation intact, and have enough left to 


keep the wolf from the door. But is 
the present servicing fee sufficient to 
enable us to maintain a proper organiza- 
tion to efficiently service the account 
under adverse conditions? Out of the 
present service fee are we able to lay 
aside a reserve for future contingencies, 
an emergency fund to tide us over the 
period when new loans may be scarce, 
collections poor, building activity low, 
real estate sales at a minimum and em- 
ployment conditions bad? 


“What about a contingent service fee 
of a one-quarter or one-eighth of one 
percent to be accumulated for us by 
our principals in the form of a reserve 
trust fund for use during such a period? 
Such a fund would not only act as a 
‘social security’ fund for the benefit of 
the correspondent or agent, but would 
assure our principals of our ability to 
carry on during such a period, thus 
eliminating costly collection offices, sub- 
sidies or other substitutes only too well 
known in the past. 

“Proper but simple agreements cov- 
ering the status of such a fund could 
easily be drawn. Such an agreement 
might provide for payment of the fund 
to the correspondent in the event the 
connection was terminated by the prin- 
cipal, but retention by the principal if 
terminated by the servicing agent, there- 
by providing another form of insurance 
to both parties.” 





PORTFOLIO RAIDING 


(Continued from page 1) 


importance of this relationship cannot be 
In my opinion, it in- 
volves no tricks or reading any books 


such as “How to Make Friends and In- 


over-emphasized. 


fluence People.” It does involve common 
every-day courtesy and consideration for 
the other fellow. Patience should be 
taken in explaining to the borrower 
everything that he should know about 
his loan. It should be remembered that, 
while it is simply every-day business 
with you, in the majority of cases the 


subject of loans is new to him. The cus- 
tomer who understands the deal you 
make with him is a satisfied customer. 
More thought should be given to this 
borrower-lender relationship. It should 
always be remembered that a customer 
is no less valuable to you just because his 
loan is closed, and that he is still worth 
more than any two prospects you may 
be working on. Here are some of the 
methods we use to secure the borrower's 
good will and give him a better under- 
standing of his undertaking. 

We give him a copy of all the papers 
he signs; and, when desired, we also give 


him a copy of the survey showing just 
what he owns. There are many little 
services you can perform for the bor- 
rower, such as picking up his recorded 
deed at the County Clerk’s office, help- 
ing him to adjust tax matters and others 
which require little time on your part. 


All these things help hold the business. 


Mr. Pence’s remarks were originally 
made at a Mortgage Clinic devoted to 
“Local Practices That Pay Dividends” 
conducted by Wallace Moir. In some 
future issue we shall present other articles 
based upon addresses made at this Clinic. 








